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Objects of the Society 


“To cultivate, promote and disseminate knowledge and infor- 
mation concerning accountancy and subjects related thereto; to 
establish and maintain high standards of integrity, honor and 
character among certified public accountants; to furnish infor- 
mation regarding accountancy and the practice and methods 
thereof to its members, and to other persons interested therein, 
and to the general public; to protect the interests of its members 
and of the general public with respect to the practice of ac- 
countancy ; to promote reforms in the law; to provide lectures, 
and to cause the publication of articles, relating to accountancy 
and the practice and methods thereof; to correspond and hold 
relations with other organizations of accountants, both within 
and without the United States of America; to establish and 
maintain a library, and reading rooms, meeting rooms and social 
rooms for the use of its members; to promote social intercourse 
among its own members and between its own members and the 
members of other organizations of accountants and other persons 
interested in accountancy or related subjects; and to do any and 
all things which shall be lawful and appropriate in furtherance 
of any of the purposes hereinbefore expressed.” 


—From the Certificate of Incorporation. 


d 
OF 
7 
. 
| 
q 
F 


The New York CertiFiep Pusitc ACCOUNTANT ts issued 
quarterly to members. Copies may be obtained at the office 
of the Society at twenty-five cents per copy. All other 
communications relating to this publication should be 
addressed to the Committee on Publications. 


Copyright, 1936, by 


THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


[The matter contained in this publication, unless otherwise stated, will 
not be binding upon the Society; and it should be understood that any 
opinions expressed in articles published herein are the opinions of the 
authors of the articles, respectively, and are not promulgated by the Society. 
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Celebration of Passage of the First Certified 


Public Accountant Law 
By James F. Hucues, C. P. A. 


O* behalf of the New York State Society of Certified Public Accountants, 
I welcome you all to participate in this commemoration of the enact- 
ment of the first certified public accountant law of the United States in April, 
1896, forty years ago. Following the passage of that law, this Society, under 
whose sponsorship this banquet is being held, was formed. 

Our Society is honored in having here as guests members of the state 
judiciary, members of the National Congress, members of the Senate and 
Assembly of this state, representatives of the State Education Department, 
and of the State departments of Audit and Control, Unemployment Insurance 
and Taxation and Finance, educators from the colleges and universities, 
members of state Boards of Accountancy from a number of states; officers 
and members of the governing bodies of the two National organizations 
composed of members of our profession, and officers and directors of many 
of the state societies of certified public accountants, representatives of the 
press, radio; also other business and other professional men and bankers and 
credit executives. 

The names of our distinguished guests have been printed in the program 
and so as to have them receive our greeting, I shall ask my fellow members 
in the New York State Society of Certified Public Accountants to rise and 
extend a welcome to them. 

We have with us also tonight our fellow members, Farquhar J. MacRae 
and Arthur W. Teele, charter members of the Society, who were in active 
practice as public accountants in this city when the certified public account- 
ant law of 1896 was enacted. 

We have also with us a contemporary of Mr. MacRae, who was in 
practice also as a public accountant in this city when the law was enacted. 
It is recorded of him that he was indefatigable in his efforts on behalf of the 
bill, watching it carefully and devoting much time and energy to seeing the 
measure through to its final passage. To him a special vote of thanks was 
given by his associates for the work he did in securing the passage of the law. 
That gentleman is Frank Broaker. 

We are justly proud of all the early pioneers in our profession in this 
state and of their courage and their loyalty to an ideal. But most of those 
who visioned the economic developments that were to take place in our 
country are no longer with us. They have, however, left a record—somewhat 
meagre to be sure—but it sets forth their efforts to bring into the conscious- 
ness of the industrial and financial life of our country the existence of a 
group of men who foresaw the future needs of industry and finance. 


Pioneers of Profession Had Spirit of Missionaries 
Now these pioneers believed in what they sought to accomplish. They 
were imbued with a real missionary spirit. From time to time the daily 
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papers refer to the difficulties which beset missionaries in various parts of 
the world. Have you ever thought of the high idealism which impels these 
missionaries in the course of their work, of their noble attitude toward the 
work they undertake to do, of how they press onward carrying aloft the 
torch of progress? 

Such was the spirit which imbued the pioneers of our first certified 
public accountant law. Bear in mind that these men were familiar with the 
changes which had taken place in our country after the close of the Civil War 
in 1864, 32 years previous. They knew of the panic of 1873 and the good 
times of 1884, and of the panic of 1893. They were familiar with the expres- 
sion, “giant corporations”, and realized that with returning prosperity taxes 
produced more revenue than the Government needed and that Congress 
could find a way of spending that excess revenue. They were familiar with 
the development of machinery and of electricity. Remember that the first 
trolley car began to operate in Richmond only nine years before—that was 
in 1887. 

As accountants, they were called upon to ascertain the facts as to 
business and industry and to present them to management in a readily 
understandable statement; to provide management with essential information 
regarding business and industry and in a form in which management could 
use it. They realized that the growing complexities of business and industry 
foretold the demand of management for more and more information regarding 
business and industry. They realized also that the basis of control is infor- 
mation, that accounting is an instrument of control, and that the force and 
power of management were derived from ability to obtain and make use of 
essential information obtained from the records. It has been most aptly 
said that the accountant translates knowledge and research into power. 


Leaders Recognized Needs of Business and Planned to Meet Them 

Those pioneers of our profession envisioned the requirements of the 
changing economic and business world as to records, the mark of ability to 
devise and install them in business, to make clear the significance of such 
records, and to revise them to keep pace with the changed demands. Increas- 
ing business complexities produced problems of management. Yesterday’s 
managerial policies are revised in the light of today’s available information 
as to the past and the estimates as to the future. 

The pioneers having then formed this Society, next set themselves to 
develop educational opportunities to train those who desired to enter this 
profession. 

As to this effort John T. Madden, dean at New York University, wrote 
that “a group of intellectual giants in the State Society brought about the 
organization of the School of Commerce, Accounts and Finance in New York 
University. Nothing of greater social significance has ever been done by 
professional accountants, because the success of this project gave extraordi- 
nary impetus to a new and significant development in American education.” 

Now, educators require text books meeting domestic needs, but in 1896 
those available were principally from pens of English authors. Naturally, 
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these intellectual giants among the pioneers of our profession recognized 
this need, and from that group and from the inspiration it aroused, we have 
in this country a substantial number of text books from the pens of American 
authors—practitioners of accountancy, many of whom are members of this 
Society. 

This Society is composed of those holding certificates as certified public 
accountants of New York. As the number of certified public accountants 
increased, the membership of the Society has increased and the activities of 
the Society through its technical committees, its standing committees and 
special committees have also increased. Through these committees the 
Society has expanded its relations with the public generally through various 
representative business and professional organizations and with governmen- 
tal agencies. 

Thanks to the vision of those pioneers we, who under the banner devised 
by them, have enrolled and carried on the work they began, find ourselves 
marching in step with the requirements of this era. In this era much has 
been done to raise living standards by shortening working hours while 
increasing pay and reducing the costs of those comforts and conveniences 
which, so common in our lives today, were not so long ago regarded as 
luxuries. And to these accomplishments our profession has made a substan- 
tial contribution through its aid to management. 

Forty years is a brief period of time. But in that period certified public 
accountants have established themselves in the commercial and financial hfe 
of the nation. The substantial character and high type of the professional 
service they render commands and receives merited recognition. 


Presented at the banquet celebrating the fortieth anniversary of the passage of the first certified public 
accountant law, April 20, 1936. 
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The First Certified Public Accountant Law 


in History 
By Norman E. Wesster, C. P. A. 


_* nights ago I heard a scientist tell the life story of the dinosaurs, 
In but little more than an hour he covered a period which he estimated 
to have lasted one hundred and forty million years. 

Now, the period about which I wish to speak is only the last forty years, 
If the ratio of the scientist’s talk to the period it covered were to be applied 
here, my talk should end almost before it is begun. But ratios were invented 
for accountants to use on other people. They are not supposed to work 
in reverse gear. 

Besides, all we know of the dinosaurs has been dug out of the ground. 
We have seen only a few and they appeared to be dead. 

But in contrast to such a subject and practically ignoring Elbert Hub- 
bard’s description of the typical auditor as a human petrification, it is my 
privilege to speak with and for you of something vital and active, strong in 
its young manhood, conscious that it has come far, confident that it will go 
much further. You know I refer to the certified public accountant law of the 
state of New York. 

I should like to know more of the conception and birth of this legislation. 
Little has been written about it, but it seems—perhaps because the time was 
ripe—that the idea came independently into the minds of Henry Harney and 
Francis Gottsberger and each drafted a bill. Major Harney then was presi- 
dent of the Institute of Accounts which was organized in 1882, while Mr. 
Gottsberger was a member of the American Association of Public Account- 
ants which was incorporated in 1887. 

Looking back it is easy for us to understand how a rivalry developed 
between the two societies which temporarily delayed progress and prevented 
success in the Legislature of 1895. But as the fathers of our country com- 
posed their differences in the Constitutional Convention of 1787, so the two 
societies and individual practitioners, not members of either, harmonized 
their ideas and got behind one bill in 1896. 

And I should like to tell of the senators and assemblymen who sponsored 
the bills in 1895 and 1896, and who supported the latter to its passage in 1896, 
But there is not time to name them all and we do not want to be unfair by 
possibly invidious distinctions in naming some of them. All of us should 
remember, however, that the act was approved on April 17, 1896 by Governor 
Levi Parsons Morton and that his successors have protected it and at times 
strengthened it by their approval of appropriate amendments. 

Law’s Administration Was Entrusted to Regents 

The legislative branch placed the infant in the care of the regents of the 
University of the state of New York. Better hands for its nurture and 
development could not have been found. Perhaps the public and the profes- 
sion do not know of the attention and care which the law has had from them 
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during these forty years and is having still. At first they consigned it to 
the director of examinations and later when the two educational activities 
of the State government were consolidated into the present State Education 
Department, it came under the direct care of the commissioner of education 
and of the assistant commissioner for higher education. Here again I should 
like to call the roll but the list is too long. I am sure, however, that you will 
agree that I should name the one man and the only one who has been asso- 
ciated with every certified public accountant examination in this state. We 
all know him—Herbert Juel Hamilton. 

Working with the regents and the Education Department in the devel- 
opment of rules and standards, and carrying on the technical phases of the 
administration of the law has been the Board of Certified Public Accountant 
Examiners. And there is another list of names which should be remembered. 
Preceding those now composing this board, 27 certified public accountants 
have thus served the state and their profession, one of them for sixteen 
years, Charles E. McCulloh. The first appointees included Charles W. 
Haskins and Charles E. Sprague who have passed on, though not until after 
they had cooperated effectively in establishing the first college course in 
accountancy in this state and almost the first one in the nation. Each also 
had given active aid in securing the passage of the certified public accountant 
law, as also had the third member of the first Board, Frank Broaker, who 
survives and whom we welcome here tonight. 

These forty years, as I have just indicated, have covered the beginning 
of accountancy education which has spread widely throughout the state and 
nation. The pioneers in that education who also must be nameless at this 
time have had worthy successors. Only recently announcement has been 
made of the first professional school of accountancy. 

Of course, education demanded a literature, and to that educators and 
many practitioners have given themselves and their time without stint. 
First, there were books which attempted to cover the whole field. Next 
authors began some specialization into commercial law, theory and practice 
of accounts, and auditing. More recently have come out texts which deal 
with particular branches of these subjects. Accountancy libraries even yet 
are not impressive in size but those who have seen them grow, appreciate 
what has been accomplished. And along with books, there has developed a 
periodical literature, well edited, informing, dignified. 

Along with these results of the law, what about its influence on those 
who have taken up the public practice of accountancy? About 8,000 men 
and women have applied for examination, and including those signed today 
but excluding others in preparation New York has issued 5,286 certificates. 


Other States Soon Passed C. P. A. Laws 
The influence of the New York law, however, has not been confined 
to this state. Other states acted quickly—Pennsylvania in 1899, Maryland in 
1900, California in 1901. During the first 31 of these forty years C. P. A. laws 
were enacted in all the states, the territories, the District of Columbia and the 
outlying possessions. Last year young Panama, which does not speak our 


ted 
lied 
ted 

ork 
nd. 

ub- 

g° 

the 
on 

esi- 

Mr. 

ped 
a 

; 

ym- 

‘wo 

red 
396 

nor 

nes 

ind 

Zig 


language, especially that having to do with international contract settlements, 
passed an accountancy law in which because of the Spanish idiom the desig- 
nation certified public accountant was inverted into its equivalent, contador 
publico autorizado. But that designation, you see, preserved the initials 

And as to the public: These forty years have seen the authors of 
contracts, indentures and similar documents come to know the legalized 
designation over which they had stumbled during many years. These years 
also have seen bankers and other credit grantors and investors come to look 
for the title on the statements of condition and of operations presented by 
would-be borrowers. They have seen an increased use of the certified public 
accountant as a witness of the financial facts of business and as an interpretor 
of those facts. They have seen state authorities accept the reports of certified 
public accountants in lieu of some of the otherwise required investigations 
by bank examiners or by official auditors of municipalities. And they have 
seen the official bodies of municipalities, states and nation which are charged 
with the administration of the tax laws, admit the certified public accountant 
to practice before them in these matters. 

Of course, some of us may have overreached and tried to practice law, 
or medicine, or theology, whereas we were authorized to practice only as 
certified public accountants. If so, we should apologize and mend our ways. 
But even so we may be excused for remembering that our own sore feet are 
not the result of these errors of ours, but rather of the occasions when other 
professions have trodden on our toes. 

This is only a sketch of the past forty years of accountancy. It is not 
even a crayon drawing in black and white, much less a portrait in oils, though 
there has been color enough for a real artist. 

I hope, however, that you may agree that it warrants my proposing the 
toast which is my part in this event. Ladies and gentlemen, I offer you— 
the first certified public accountant law in history. 


Presented at the banquet celebrating the fortieth anniversary of the passage of the first ceriified public 
accountant law, April 20, 1936. 
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Accountancy Views Its Progress 
and Looks Ahead 


By Artuur H. Carrer, C.P.A. 


HIS is the fortieth anniversary of the enactment of the first law in the 

United States creating the certified public accountant. We are here to 
celebrate this day—to remind ourselves of the constructive work done in 
these forty years, of how it was done, who did it, and how we are connected 
with those events. We should go from this meeting in better humor with 
ourselves, and more firmly bound to our profession. 

We represent here tonight a young, growing profession, which looks 
with pride to the past record and with enthusiasm and confidence to the 
future. In the capital account we find our most substantial asset in the good- 
will which has been created by services well performed and by the high 
moral, ethical, and technical standards which have been maintained. The 
importance of the public service rendered by the profession of accountancy 
during this forty-year period is recognized universally. It is essential to 
public confidence in the financial affairs of business that this influence and 
respect should continue and grow. 

In the great record of events, we find our account running from 1896. 
We began our existence as a profession with the wisdom and foresight of a 
few pioneers who designed the first certified public accountant law and laid 
our course. The task of these pioneers, so well performed, was to establish 
the principles, the ideals, and the purposes of the profession of accountancy 
in this state. It is our responsibility to preserve and transmit those essen- 
tials to the next generation. 

A C.P.A. law which has been administered for forty years, with satis- 
faction to the public and to the profession, despite the attempts to change it 
which have been made from time to time by self-seekers and others with 
ulterior motives, would seem to be fairly established as a sound law of the 
land. Certainly that law has served its purpose admirably in this state and 
has been the impetus to the enactment of similar laws in every state in the 
Union and in our foreign possessions. This record is a tribute to the perspec- 
tive of our pioneers. 

If financial facts and figures could be presented portraying the material 
benefits which have accrued to the accountants of the United States since 
the New York C.P.A. law was enacted forty years ago, in nty opinion they 
would amply sustain the material hopes of the illustrious few who founded, 
and the many who have carried forward with such success, the objects to 
which the certified public accountants aspire. 

On the other hand, if, in the light of our experience in this movement 
during the past decade, we were to speak of our purposes present and future, 
we might seem to be floating in a dream. 
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Lest we take to ourselves undue credit for the development of account- 
ancy during the past forty years, we must remember: 


(1) that the first professional accountant is said to have been born in 
1645 (George Watson of Edinburgh), 


(2) that Charles Snell is said to have been the first English-speaking 
accountant engaged to investigate a public undertaking—the 
famous South Sea bubble—his report having been rendered in 
1720 or 1721, and 


(3) that the first Society of Accountants was organized in Venice in 


(4) We should remember also that James Arlington Bennett is shown 
in the New York City directories of 1818-1823 as an accountant 
and teacher of double-entry bookkeeping. 


Importance of Professional Education 


Our pioneers were conscious in the very beginning of the necessity for 
educational facilities if the profession was to be built upon a sound basis. 
We find that they were influential in gaining recognition of the necessity for 
education in accountancy, and today an increasing number of colleges and 
schools are providing excellent courses for students interested in accountancy. 

The Wharton School of Finance and Economy (now the School of 
Finance and Commerce), established in 1881 by the University of Pennsyl- 
vania, was the only college offering a real course in accounting when the 
first C.P.A. law was enacted. In 1898 the University of Chicago established 
its School of Commerce and Administration, and the University of California, 
its College of Commerce. In 1900 four schools were established,—at Dart- 
mouth College and at the Universities of Vermont, Wisconsin, and New 
York. New York University School of Commerce, Accounts and Finance, 
which was really inspired and promoted by the pioneer C.P.A’s. of this state. 
registered over 7,700 students in 1935. Accountancy educational facilities, 
represented by seven schools in 1900, have expanded to a total of 86 in 1935 
which give courses of a year or more. Nine of these give courses approxi- 
mating two years or longer. To these may be added the Harvard Graduate 
School of Business Administration, established in 1908, and the Graduate 
School of Business of Leland Stanford, established in 1925. 

Practicing accountants and business organizations are finding these 
schools throughout the country a fertile field from which their organizations 
may be recruited. 

The necessity for this educational background of accounting was stressed 
further and recognized by the amendment in 1929 of the C.P.A. law to 
prescribe that after 1937 every candidate for examination for a certificate 
shall present evidence that he has completed satisfactorily a course of study 
in college or school of accountancy. 

Further educational developments are necessary and are receiving atten- 
tion. There is an apparent need for a better blending of the theoretical and 
practical training of young accountants who aspire to enter the profession 
as a life work. In this connection, it has been suggested that our educational 
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development will proceed along the lines of graduate professional schools, 
comparable to those of law and medicine. The accounting school is now the 
common medium of induction into the profession. The standard of intellec- 
tual achievement is becoming higher and it will continue to raise the stand- 
ards of the profession. 


Development of Business and the Profession 


As a country advances commercially, industrially, and financially, 
accounting must progress. Industrial and financial leaders become more 
dependent upon financial facts and figures as business becomes more com- 
plicated and extensive. Knowledge of business facts without accounting is 
impossible. With the exception of our railroads, to which credit is due for 
their pioneer work, very few concerns in this country used their financial 
data as a basis for administration prior to 1896. The trust movement in the 
United States began in 1898. Within four years 149 large combinations, with 
total capitalization of over three and a half billion dollars, were formed. 
Failure was predicted for these undertakings on the grounds that no one man 
or board could administer successfully such huge organizations. Many of 
these same undertakings are in prosperous existence today. Accounting and 
its development made it possible for the management of these huge enter- 
prises to direct their affairs intelligently. Without a marshalling of accurate 
and dependable financial and statistical facts, the administration of these 
ventures would have been hopelessly confused. . 

This trend in the commercial and industrial development in the United 
States, which began about the time our C.P.A. law was enacted, has con- 
tinued steadily from year to year. From 1900 to 1930, our population in- 
creased 60 per cent; savings bank deposits increased 1,250 per cent; com- 
mercial deposits increased 830 per cent; value of manufactured products, 
500 per cent. It is estimated that, despite thousands of consolidations, over 
570,000 corporations filed federal income tax returns in 1934, compared with 
262,000 in 1909. 

We are reminded also that during this period of forty years upon which 
we are focusing our attention tonight, there have been created and developed 
in this country no less than six major industries ; automotive, oil, radio, aero- 
plane, motion picture, and electric refrigeration. 

These few facts as to the enormous financial, commercial, and industrial 
development of our country over the past forty years should point to a com- 
parable record of development of our own profession. Has the profession 
kept pace with this forward movement? 3 

We have made substantial progress, but it is apparent that the velocity 
of our development has increased materially during the past twenty years, 
due partly to many outside influences beyond our control, although in a 
great measure to the splendid work which has been done by the members 
of our profession in furthering that progress. Notwithstanding the marked 
development of the need for and the value of the services of independent 
accountants during the past ten years, I am inclined to think that the pro- 
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fession has not yet arrived at a position comparable with the general develop- 
ment of our country. If, however, the pace of the past five years is main- 
tained, we soon shall have attained a proper place in this march of progress, 

In my humble opinion, there are not enough certified public accountants 
in this state to render needed services to the great mass of unexamined and 
unaudited accounts of business enterprises which should have been indepen- 
dently examined long ago—to say nothing of the accounts and affairs of 
banks and municipalities. While it is true that at present the trend toward 
independent audits is increasing from every direction, it is fair to expect that 
the sound progress we have made in the past will have an ever-increasing 
and cumulative effect. The present tendency toward bureaucratic control 
should awaken leaders in every industry to the necessity for full publicity of 
corporate affairs. We must realize that government will try to take over 
any function involving protection of the public interest which is not assumed 
by business itself. Only a few railroads are independently audited, vet their 
shareholders are entitled to the same assurance that follows an independent 
review of the financial affairs and operations of industries. Bureaucratic 
supervision is not a substitute. Every municipality, every bank and building 
and loan association, should submit to the same independent review as is 
demanded of industry. 

Few trustees or directors, individually or collectively, are equipped to 
function with safety in the discharge of their duties without availing them- 
selves of the services of independent accountants. A realization of this 
necessity has been contagious in recent years among those carrying the 
responsibilities of absentee ownership and management. The Securities Act 
has awakened the most remote senses to a realization of the importance of 
material facts and alert management. The light is beginning to focus directly 
upon the real significance of trustee relationship in business. 


Influence on Accounting of Legislation and Regulations Affecting Business 


In keeping with the general development and growth of the financial 
and business institutions of our state and nation for the past forty years, 
there has been a gradual increase in the number of state and federal laws 
relating to the conduct of business. Many of these important federal laws 
have been enacted since 1896. To these may be added a large number of 
state laws, as well as the creation of various commissions, departments, and 
other regulatory bodies of the state and nation. Many of these laws and 
regulatory bodies have had a direct influence upon the practice of account- 
ancy and have been partly responsible for the focusing of public attention 
upon the necessity for a clear exposition of financial facts relating to the 
conduct of a business enterprise. 

Unfortunately, these laws collectively and the rules and regulations of 
the various regulatory bodies are not only inconsistent and contradictory 
in many instances, but in some instances they permit practices which are 
difficult to reconcile with sound accounting practice and with dutiful man- 
agement. 
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It is to be hoped that the time will come soon when accountants will 
be consulted to a greater degree than at present by the legal profession 
in the drafting of accounting provisions of corporate charters, indentures, 
and agreements; to an even greater extent by the legislators who are 
charged with devising laws governing the organization, conduct, and taxing 
of business; and by the regulatory bodies and departments of government 
which administer laws involving accounting matters. I believe that the 
certified public accountants are prepared to make a valuable contribution 
and to render an important public service in the rationalization of statutes 
governing corporations and business generally, with particular attention 
to the provisions of such laws relating to financial and accounting matters. 

Accountancy is a science. An independent certified public accountant is 
equipped to give an account of an enterprise so that a manager or pro- 
prietor—whether a state, municipality, company, body of voters, or an 
individual—may know how matters stand. He may, in turn, render the 
same intelligent accounting to any third interested or disinterested party. 
If this be a fair exposition of the functions and capabilities of professional 
accountants, it is reasonable to assume that those equipped to render this 
type of service should be qualified to advise in respect to the accounting 
provisions of laws relating to business or public enterprises. Although the 
accountant is called upon mostly to serve his clients, he is preeminently the 
defender and the champion of the rights of the great body of investors, 
credit grantors, and the public. 

It is very gratifying to note that the profession is paying more atten- 
tion than ever before to the value of public relations. It has become articulate 
and known to the general public. Timidity has given way to courage; ultra- 
conservatism, to willingness to assume the responsibility of taking part in 
matters with which we are concerned as citizens of the state. The pro- 
fession of accountancy and its members will be elevated to a higher position 
of respect if they take advantage of the many opportunities which arise 
from year to year to express interest in public affairs. 

In my opinion, the profession in this state and in the United States 
owes to itself and to the public the courage to express its views on matters 
which may have bearing upon the conduct of banking, commerce, and 
industry, just as our legal contemporaries so well express themselves on 
proposed legislation and the administration of many laws. If we, as a 
profession, are to take this part in state and national affairs, we must have 
the type of leadership required for such action. The leadership so selected 
must have the encouragement and support of a unified state organization, 
properly reinforced by one strong national organization. 

We cannot accept these future responsibilities lightly, we cannot relax 
our efforts to improve the educational and practical background of our 
members, and we cannot countenance the least infraction of our moral 
standards, if we are to assume this role. 
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Contributions to Development of the Profession by the New York Society 


The distinguished service which the New York State Society of Certi- 
fied Public Accountants has rendered in the development of the profession 
in this state and in the United States is outstanding and worthy of our ever- 
lasting tribute. During the last ten years of rapidly changing conditions, 
the Society has been keenly conscious of its responsibilities and the mem- 
bers have given freely of their time to solve the problems confronting us. 

In the matter of public finances, the Society has taken a forward-look- 
ing, courageous, and commendable position at various times within the last 
few years. In 1933, it very effectively invited the attention of public officials 
to the need for the publication of more informative, prompt, and frequent 
reports relating to public finances, and contended in a resolution that gov- 
ernmental financial statements should be made as clear and informative as 
the statements developed by modern accounting systems and employed by 
the most advanced industrial corporations. In the same resolution, the 
Society stated its belief that greater public interest in government finance 
would result from clearer statements of the financial condition and the 
operations of government. 

In the matter of taxation, the Society has undertaken recently to make 
a study of the various taxes imposed by the state of New York on business, 
with a view to determining how these taxes affect business enterprises and 
whether they have a tendency to force business to move out of the state. 
This study will be made by some of the leading members of the Society who 
will be required to devote a great deal of time to this project because of its 
magnitude. But the importance of this question and the peculiar qualifi- 
cations of the members of our profession to perform this type of service 
should result in a very valuable contribution to the general public and to 
the state. It is becoming more and more apparent that the tax situation in 
New York State is growing most complicated and will require careful study 
and probable revision in the very near future. The professional accountant’s 
contact with every type of business places him in a position to learn the 
effects of unreasonable taxation policies in respect to business. Perhaps the 
profession owes to the public an expression of its views on the taxing policies 
in the present laws, as well as on future laws which may be enacted. 

The New York State Society, during the last few years, initiated a move- 
ment for the creation of one strong national organization to represent the 
profession of accountancy in this country. The need for an organization 
of this type is no doubt apparent to every member of the profession when 
he realizes that neither one of the present two national organizations has a 
sufficient number of members of the total available really to qualify for the 
leadership that is demanded of a great profession such as ours. One of the 
national bodies is smaller in membership than the New York State Society, 
the other, about the same size. 

These are only a few of the conspicuous activities which have been 
furthered by the New York State Society, but they are indicative of the 
type of constructive good which is being done by the profession in this 
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state. There is no doubt that, as a result of these activities, the certified 
public accountants stand in higher repute with state officials and depart- 
ments, courts, credit grantors, business executives, and investors, than at 
any other time since the C.P.A. law was enacted. 

It is only fair to predict that the profession of accountancy, having 
attained the enviable position it occupies today after forty years of con- 
structive service, will have established itself, in the next forty years, on a 
plane higher than any of us here is competent to envision. 


Presented at the banquet celebrating the fortieth anniversary of the passage of the first certified public 
accountant law, April 20, 1936. 
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Milestones of the Professions 
By L. RANsom 


LAWYER is honored by an invitation to talk to accountants, especially 

on a splendid occasion like this. This is in some respects a unique, 
perhaps significant, gathering. In my experience, lawyers usually make 
speeches mostly to other lawyers; and public accountants, I suppose, address 
their remarks chiefly to each other. I am glad to have a chance to talk to 
public accountants without any danger that a bill will be rendered, either 
way. I assure you that before I rose to my feet, general releases had been 
exchanged both ways. It is a great thing for the members of a profession 
to get together on an occasion like this, when such a stirring spirit and so 
much pride of profession is clearly manifest; and it may be significant that a 
lawyer is now addressing you. 

In all seriousness and in the truest sense, it is a privilege to be present 
at this anniversary dinner of the New York State Society of Certified Public 
Accountants, and to fulfill the simple but pleasant function of bringing to 
you the cordial greetings of the members of another profession—that of the 
law. The public practice of accountancy as a profession is one of the newer 
professions, although it antedates the forty-year span of time which you 
commemorate tonight. The great development of your profession has been 
peculiarly the product of modern business and economic conditions and of 
the policies of government; and it is a pleasure to bring to you the felicita- 
tions and best wishes of an older profession, which also is closely identified 
with the complex industrial and commercial life of today. 

I congratulate you upon your observance of the fortieth anniversary of 
the enactment of the New York law as to certified public accountants—the 
first measure of its kind to become law in the United States. It is altogether 
fitting that you should note and observe such an occasion. 

In the confused and changing life of today, forty years is a considerable 
time. That span of years has seen your profession rise to great prominence 
and usefulness, and become virtually indispensable to modern business and 
present-day government. Your Society and your profession have flourished, 
and the New York statute has been followed in other states, because the 
foundations were laid soundly and the first steps were taken along wise lines, 
forty years ago in this State. 

The sponsors of the New York law and the founders of your Society 
realized or foresaw that the public practice of accountancy should be increas- 
ingly an independent profession, animated with the spirit of a great profession 
and conforming to the standards of a profession. A profession is a body of 
men specially trained, schooled in a background of tradition and experience, 
but above all actuated by a sense of public responsibility and of the public 
interest, in addition to a pride of workmanship and the compensation re- 
ceived. A profession works for something beyond the pay received. Yours 
is a profession; but I suppose that accountancy might easily have come to 
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be a business or merely a means of livelihood, had not the New York law 
fortified its status as a profession, and had not the state and national or- 
ganizations of public accountancy marshalled behind the statutes the spirit and 
the purposes and the standards of an honorable and independent profession. 


Praises Profession for Its Accomplishments 


I congratulate the members of this profession upon the substantial suc- 
cess which has attended their efforts. The profession and its members have 
risen steadily in public esteem, and have commanded respect for the manner 
in which educational and moral standards of fitness have been required for 
admission and the manner in which the standards of independence and 
integrity of conduct and work have been adhered to and enforced. I have 
seen a great deal of members of your profession during the past thirty years, 
have worked with many of them, and have come to respect them highly. I 
know that you have been going through the same hard struggle which has- 
been experienced in the organized bar—the effort to hold fast to professional 
standards, give them vitality, and punish the relatively few offenders who 
haunt the fringes of a profession and bring discredit upon it. 

I have heard it said that there are conflicts of interest and overlapping 
of functions between the law and the public practice of accountancy; that 
some lawyers practice public accountancy, and that some public accountants 
invade the field of the lawyer’s work. I have seen instances open to,this 
impeachment. Whatever differences there are or may come to be, between 
your profession and mine, ought to be worked out and ended in a fair and 
friendly fashion. The real test, the determining factor, should be the right 
of the public to the best possible service according to professional standards. 
Neither profession is entitled to seek monoply for itself. 

Forty years is a milestone in the history of the public practice of ac- 
countancy in the United States. You do well to observe it, but this anni- 
versary also should be noted by others. The history and the advance of any 
profession in the United States should be a matter of approving interest to 
the members of the other professions and to the public. After all, we should 
at all times keep in mind that the characteristic of a profession, as dis- 
tinguished from a business or a mere means of livelihood, is that the members 
of a profession acknowledge a public obligation and are responsible to 
standards of honorable and competent public service, that go beyond the 
pay received for work done. 


Promiscuous Entrance to Professions Decried 


The future of the professions in America seems to be fraught with un- 
certainties and dangers. The professions have much in common, in these 
respects. There is much in the mood of the times which challenges the 
independence and the courage of the professions. Sound standards are not 
made merely for fair weather; the line of advance should be held, even when 
the conditions are hard. There are those who urge that, in the interests of 
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a broader democracy of opportunity, the high standards of education and 
ethical background should be broken down, in order to permit a promiscuous 
entrance into the professions. There are those in our midst who urge that 
the professions be “socialized”, be made subservient to government, be placed 
under political control, and be deprived of the status of doing independent 
work according to individual standards and responsibility and protected by a 
personal and confidential relationship to clients. Already there is a tendency 
to curb and impair the independence and the functioning of the professions, 
by law and by administrative rules and regulations. Beyond a doubt there 
are those in this country who look upon the professions and their independence 
as obstacles to ambitious schemes for re-making the whole structure of society. 
An anniversary gathering such as this is truly an occasion of public 
importance. I am here to attest a realization, on the part of lawyers, that 
you and we have some common problems and common tasks. Both pro- 
fessions likewise have high public responsibilities and duties, by way of 
zealous defense of the independence of the organized professions and the 
resolute enforcement of the most honorable standards of professional work. 


Presented at the banquet celebrating the fortieth anniversary of the passage of the first certified public 
accountant law, April 20, 1936. 
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What Can We Do for the Student? 


By Maurice E. Pevousert, C.P.A. 


VERY man whose work really is professional is a student his entire life, 
E partly by choice and partly by necessity. If some genius of vast mental 
attainments should enter the profession of accountancy and be able to learn 
everything about it which is to be known at the present time, he still would 
be under the obligation of continuing his studies daily, as the world changes 
from day to day, business and government changes with the rest of the world 
and accountancy must adapt itself to business and government. From this 
point of view we all go to school every day and, if we are all students, the 
accounting society is primarily devoted to the advancement and welfare of 
accountancy students. 

Accounting societies go far in the field of technical and professional 
research and do work of the greatest value both to their own profession and 
to business and government generally. No one, I believe, in fairness can 
object that the various accounting societies do not have high enough aims 
nor that they do not reach out far enough. There does seem, however, to 
be ground for a real criticism of where they start. A man has substantially 
completed his formal education and has had some practical experience before 
he can qualify as a member of the state society. The difficult and formative 
years of his professional life are the concern of his teachers and instructors 
in the technical school or college where he gets his theoretical training and 
are later under the guidance of his employers. This is quite in accordance 
with the educational methods of training for other professions, that is, to 
give the student his theoretical training first and his experience later. The 
results of this method have on the whole been good and whatever is said 
here is not intended as a criticism of results obtained by present-day prac- 
tices in present schools. It is more a plea to the profession to realize its 
responsibility in amplifying and making more valuable the already good work 
done by the technical school. We all know that in the British Isles, in 
accountancy as in several other professions, their educational procedure is 
somewhat different from ours. Theirs is what is known generally as the 
system of “apprenticeship.” While there may be some apparently valid 
objections to the system of apprenticeship as in vogue in the British Isles, 
the type of men produced under this system and the general level, both of 
professional attainments and ethics, is high. The principal reason for this 
appears to me to be somewhat intangible but, nevertheless, real, and is to be 
found in the more frequent and closer association of the accounting students 
with men of attainments and eminence in the profession during the formative 
years of their apprenticeship and early practice. 


Some Advantages of Student Societies 


In this country, the young practitioner has some opportunities for this 
sort of association after he has completed his formal education and obtained 
his degree but he has few such opportunities before then, apart from associa- 
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tion with his immediate employers. It is quite possible for a young man to 
spend, say, eight or nine years in study and practice before receiving his 
degree and to meet in that time almost no practicing accountants other than 
his immediate employers. Under the apprenticeship system, as it exists in 
the British Isles and to some extent in Canada, the apprentice joins what is 
known as a students’ society where he attends meetings and lectures which 
are addressed and conducted by leading practicing accountants. In many 
cases the practicing accountants are officers or advisers to these student 
societies and membership in them means not only that the students receive 
instruction and obtain information but that they meet and know men who 
have had many years experience with the practical side of professional work 
and who make a serious effort to give the student an idea of what he really 
will meet with in his professional work and what his attitude should be to 
the different situations that arise. It is obvious that under a system where 
there is none or very little of such contact, that much which is of value is 
lost. It is true also that the young man who is employed by a large firm 
frequently has a disproportionate advantage over the man employed by a 
practitioner with a very small practice as in the large firm he is generally in 
contact with a sufficient number of experienced men to give him an idea of 
the accounting profession as it really is which is difficult if not impossible to 
convey through instruction in a school. 

Another disadvantage under which the accountancy student labors in 
this country is the practice of combining in one school preparation for public 
accountancy with preparation for various other careers, such as, selling, 
foreign trade, banking, insurance and similar loosely allied but quite different 
occupations. Some universities have recognized this difficulty and are organ- 
izing schools for professional accountancy somewhat on the same lines as 
those for law and medicine but for many years the greater number of students 
will continue to be taught in schools which are not strictly professional. 
Even in the professional schools it probably will still be true that difficulties 
will be experienced in obtaining instructors and professors who have had long 
and thorough professional experience. The responsibility for the solution of 
these difficulties, at least in the large cities and more populous states, seems 
to me to be squarely up to the state societies. They alone have the prestige 
and facilities to provide a means whereby the accountancy student who has 
not yet received his degree may become familiar with the actual methods, 
the mental attitude and the ethical point of view of the accountant who is 
in actual daily practice. The formation of an organized group of young men, 
who are preparing for professional accountancy, under the supervision of the 
state society would seem to be the most practical method by which the 
society could discharge this responsibility to the future members of the pro- 
fession. From the students’ point of view there would be two types of activ- 
ities carried on by this group: first, they might consist of definite instruction 
of a kind which it is not generally practicable to provide in a school and 
second, they might consist of programs and meetings prepared and carried 
out by society members which would be designed to show the accountancy 
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student what he reasonably might expect to encounter later on in his profes- 
sional life and which would provide a means for the student to meet men who 
were already in successful practice. 


Students Could Obtain Valuable Experience 


From the student’s point of view this instruction and these meetings 
would have a two-fold value. He would be given instruction and informa- 
tion which he could not otherwise obtain and it is quite probable that the 
practicing accountants who will assist in this work would be inclined to 
consider a student whom they had met in this way as good material for the 
future replenishment of their staffs. The definite instruction which would 
be given would probably cover special points in preparing for examinations 
and a series of lectures on subjects such as, case studies of specific frauds, 
the accountants’ relation to internal auditors, the organization of an account- 
ing office, and the employee’s relations to his principals and fellow employees 
and other subjects of a like nature which had to do with the practical prob- 
lems which the young accountant generally is called on to face. 

The second type of activity might consist of lectures and debates on 
general subjects of a fairly current interest and programs such as a mock trial 
of a member of the society for violation of an ethical rule or a dramatic sketch 
illustrating a directors’ meeting, a conference with a difficult client or with a 
banker going over a client’s balance sheet. There also might be question 
and answer sessions where some members of the state society would attend 
to answer questions in the minds of students and to guide discussion. There 
are many things of this sort which could be done and I do not think there is 
any lack of ability or willingness of the members of the society to devote the 
necessary time to this work. In fact, at the moment, interest in the subject 
is so great that a committee of the New York State Society is considering the 
formation of a students’ society. 

Such an organization, while quite distinct from the state society, never- 
theless, would be under its general supervision and it would seem to me that 
the financial support, to some extent, of such an organization would be a 
proper use of the funds of the state society. It should be emphasized that 
there is no intention in forming such a group to do anything which is now 
done by schools of accountancy. In fact, such a group probably could not 
be completely successful without the support of the heads of the various 
schools. 

The benefits to the profession at large of the organization of such a 
group, provided it contained a substantial proportion of the students in the 
territory served by the state society, would be many. Anyone who has ever 
taken part in the trial of members of a state society for violation of ethical 
rules will agree that a surprisingly large number of the cases are the results 
of ignorance or misapprehension rather than deliberate intent to break an 
ethical rule. In most of these cases it has seemed to me that if such a man 
had had the opportunity to associate, while a student, with the more repre- 
sentative members of the profession, he would have had the proper profes- 
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sional attitude so strongly impressed on him that he would have been spared 
the distress of being tried for infraction of an ethical rule. 

It is not fair to expect a busy practitioner to give up much of his time 
for such work but it is not at all unreasonable to expect even the most eminent 
accountant to spend a few evenings a year on meetings of this sort. I believe 
that the men who could do this work best would respond in large numbers 
if they were assured that unreasonable demands would not be made on them. 


Experienced Practitioners Could Give Lectures 


In cases where a special series of lectures was desired, say in connection 
with the preparation for examinations, lectures could be arranged for to be 
given by qualified men who in this case probably should be compensated for 
their work. In all of this it should be emphasized that there is no intention 
of competing with any existing educational agency or of duplicating anything 
which is now being done. The object of the society should be merely to 
discharge its responsibility to the student and the younger member of the 
profession and to this end the society should cooperate fully with all existing 
educational and regulatory bodies. 

There are many questions to be answered and much, of course, to be 
done before a satisfactory program can be worked out but it is hoped that 
this summary of the situation will, at least, call attention to the existence 
of the problem and the necessity for its solution. 
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Examination of Financial Statements 


by Independent Public Accountants 
By SAMUEL J. Broan, C.P.A. 


HE bulletin “Examination of Financial Statements by Independent 

Public Accountants” was published in January by the American In- 
stitute of Accountants. It represents a revision of the pamphlet prepared 
in 1929 by the American Institute of Accountants and published by the 
Federal Reserve Board under the title of “Verification of Financial State- 
ments”. 

The revision was prompted by a recognition of important developments 
affecting accounting practice, which have occurred since 1929, and I shall 
attempt here to deal with some of them and to explain how they have been 
recognized in the new bulletin. 

The profession of accountancy is not static. It is young and has ad- 
vanced rapidly. It must continue to progress if it is to keep its place in 
the sun. It has made a great deal of progress since 1929, I think an im- 
portant element in that advance has been the increased emphasis which is 
being continuously placed upon accounting principles, and upon consistency 
in the manner in which they are applied from year to year. 

Another important development is a fuller recognition of the part which 
judgment plays in the preparation of financial statements. In the words of 
the bulletin, financial statements “reflect a combination of recorded facts, 
accounting conventions and personal judgments, and the judgments and 
conventions applied affect them materially. The soundness of the judg- 
ments necessarily depends on the competence and integrity of those who 
make them and on their adherence to generally accepted accounting prin- 
ciples and conventions. It is for this reason, even more than for a check 
of the clerical accuracy, that an independent review of the statements is 
desirable”. 


Developments in Accountancy Led to Revision 


These developments in the accounting field and the feeling that they 
merited fuller recognition than was given them in the previous bulletin led, 
in the fall of 1934, to the appointment of a committee of the American In- 
stitute to consider its revision. After carefully considering the matter, the 
Committee decided that a revision was desirable, and that the time was ap- 
propriate to make it. . 

We, of the Committee, came early to the conclusion that we should 
grasp the opportunity presented to prepare a bulletin which not only would 
be helpful to practicing accountants, but also would be informative and 
educational in the hands of investors, bankers, statisticians and others con- 
cerned with financial statements. For this reason it was decided to add a 
section dealing with the nature of financial statements, their significance, 
their basis and, to some extent, their limitations. This section explains why 
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accounting principles and consistency in their application are important and 
also emphasizes the part which judgment plays in the preparation of financial 
statements. It sets forth, too, the attitude with which an accountant must, 
necessarily, approach his examination. The Committee is of the opinion 
that section I of the new bulletin is a valuable addition, and that it should 
prove helpful to accountants in explaining to their clients their views on 
fundamental matters and, at the same time, should assist clients in under- 
standing the accountant’s point of view, as well as the limitations of his 
responsibilities. 

Through the courtesy of the New York State Society of Certified Public 
Accountants there were made available to the Committee the prepared 
addresses delivered at the meeting of that Society in October, 1929, and these 
were considered carefully. Some of the criticisms then directed against the 
previous bulletin were on the grounds that it was too mandatory in its 
presentation and that it did not allow sufficient latitude for the exercise of a 
professional man’s judgment. The underlying concept of a profession is the 
application of knowledge and judgment to a particular set of circumstances. 
In the practice of accountancy the exercise of judgment is being called for 
constantly. It is important in dealing with the underlying data and the 
manner in which it is to be presented in financial statements. But it is no 
less important in determining the steps by which an accountant is to satisfy 
himself with regard to the statements; in other words, his program. Con- 
sciously or not, in preparing his program, an accountant necessarily takes 
into account, among other things, the purpose for which his examination 
is to be made, the type of business whose accounts are to be examined, 
and at last, but by no means least, the system of internal check and control. 
These are variable factors; they all have an important influence upon the 
program and, as a result, no program of universal application is possible. 


Importance of Flexibility Stressed 


The Committee, therefore, felt that reasonable flexibility must be pro- 
vided in presenting any program of audit procedures, and an introductory 
statement providing this flexibility was inserted at the beginning of sec- 
tion IT. 

It was recognized, however, that some form of a detailed program would 
have considerable value as a guide to accountants in deciding what pro- 
cedures might be necessary in a given case; also that some guide as to the 
extent of disclosure customary in financial statements would be helpful 
both to accountants and their clients. We covered this in the detailed pro- 
gram given in section I] and in the forms of statements contained in section 
IV. It is stated clearly, however, that the program and the forms are set 
forth as a “guide” and as “suggestions” and that the accountant must apply 
his individual judgment in modifying them to meet the varying conditions 
of each engagement. 
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The particular program selected for section II was one intended to 
cover the examination of statements of a small or moderate size manufac- 
turing or merchandising concern having a reasonable system of internal 
check and control. Section III was added to indicate the nature of modi- 
fications which ordinarily would be made in the program in the case of 
larger or smaller companies with a greater or lesser degree of internal check 
and control. The variations suggested, of course, increase the emphasis 
on flexibility and judgment. 

We preached also the doctrine of materiality. Items which might be 
important in some circumstances might be quite inconsequential in others. 
And I think that, except where a matter of principle is involved, we have 
left sufficient latitude that the accountant can use reasonable judgment 
in determining how meticulous he should be in his treatment of inconsequen- 
tial items. 

A few words as to the attitude with which the Committee approached 
its task seem justified. The Committee recognized the importance of its task 
as, in effect, formulating the common law of accounting practice for the 
next few years. We approached the work with a due sense of this responsi- 
bility. We believed, on the one hand, that the bulletin should be con- 
structive and educational and, on the other hand, that it should afford 
reasonable protection to the accountant in the practice of his profession. 


Bulletin Is Abreast, Not Ahead of Profession 


In general, our attitude was that, in dealing with the procedures com- 
prising the examination, and with the extent of disclosure, we should, in 
the bulletin, only go so far as the profession generally already had ad- 
vanced. In comparison with the previous bulletin some added suggestions 
have been made as to procedures to be adopted and as to the treatment of 
specific items, but these are only such as we believed were already in general 
use. Similarly, the accounting principles and practices set forth in the 
bulletin are only those which we believed were pretty generally agreed 
to by accountants and any which did not meet this test were excluded. 
We did not try to break new ground nor did we feel that we had received 
a mandate to settle the many controversial questions which harass the prac- 
ticing accountant. 

We believe the changes in the bulletin reflect the progress which has 
been made since 1929. The bulletin recognizes also that progress must 
continue and that the accountant should be in the van of those working for 
further improvement in financial reporting. The suggestion is made in it 
that “the accountant should consider and be sympathetic with the growing 
demand that statements should be more informative and more easily under- 
stood by the reader and may well urge his client to meet this demand. For 
example, balance sheets and profit and loss statements might be presented 
in comparative form; or there might be given supporting and supplemental 
statements showing changes in investments, property, plant and equipment 
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and reserves or more condensed summaries of changes in the financial posi- 
tion”. 

The Committee’s aim was to reflect in the bulletin, so far as possible, the 
present views and practices of the accounting profession as a whole and we 
endeavored to assure ourselves that this had been achieved. By the middle 
of August, 1935, tentative agreement had been reached on a first draft, and 
this was submitted to a number of representative accountants throughout the 
country, from California to Massachusetts and from Florida to Illinois. We 
requested their views, their criticisms and their suggestions. Replies re- 
ceived represented, I think, a fair cross-section of accounting opinion through- 
out the country. They indicated a very general approval of the draft, 
although suggestions on various matters of detail received from those con- 
sulted and their associates ran to about two hundred pages. 


Many Opinions Secured and Many Days Spent in Drafting 


At the end of September, the Committee commenced an intensive review 
of the draft and of these suggestions. During the ensuing two months one 
afternoon meeting was held, one evening meeting, four all-day meetings, and 
one meeting which lasted for fifteen consecutive hours. To indicate the 
interest which every member of the Committee took in the work, it is ap- 
propriate to mention that there was an average attendance of ninety per cent 
of the committee members at these meetings, and that the members also 
undertook a great deal of additional preparatory and research work between 
the meetings. Numerous changes and considerable rearrangement were 
found desirable, and discussion was continued on all debatable matters until 
a common ground had been reached upon which the Committee as a whole 
and, we hoped, the great body of accountants, could meet in agreement. 

The bulletin was released in printed form early in January and since that 
time approximately 20,000 copies have been distributed. From numerous 
comments which have been made, written, oral and in the press, it seems 
to have been very favorably received. This does not necessarily mean that 
everything in it will please everybody—that probably would be too much to 
ask and, in fact, I do not think it applies even to the chairman and members 
of the Committee. I hope, however, that upon reading the bulletin and care- 
fully considering it, readers have reached, or will reach, the conclusion 
that the improvements made are substantial and that we have been 
successful in our efforts to portray the accountant, not as one who proceeds 
by rule of thumb or mechanical methods, but as a professional man, one who 
applies his knowledge, his skill and his judgment to the situations with which 
he has to deal. 


Presented at the March 23, 1936 meeting of the New York State Society of Certified Public Accountants. 
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Importance of Flexibility in Accounting 


Principles and Procedures 
By Ropney F. Starkey, C. P. A. 


ie is an exceedingly difficult task to develop a set of suggestions for pro- 
fessional accountants without laying down fixed rules of procedure. The 
first Federal Reserve bulletin in 1917 was an attempt by leaders of the pro- 
fession at that time to outline the best practices then current and undoubtedly 
it was a very valuable contribution. As business became more complicated 
and with the growth of large industrial combinations, it was found, however, 
that some of these suggested procedures were apt to be more confusing and 
misleading than helpful, and in 1929 it was deemed necessary to revise the 
bulletin. In making the revision, however, it could not be foreseen that 
within the next few years there would be an entirely new set of conditions 
which professional accountants would have to face. With the intervention 
of the Federal government through the medium of the Securities Act of 
1933 and the Securities and Exchange Act of 1934, a new and very real 
danger appeared, the threat of bureaucratic control, and I think our pro- 
fession, through the medium of the bulletin on the examination of financial 
statements by independent public accountants, issued in January, 1936, has 
been quick to sense that danger by this present attempt to revise suggested 
outlines of procedure. No profession such as accountancy in which individual 
integrity and business judgment are of the highest importance can stand 
being enveloped in a strait-jacket of rigid rules and regulations, which is 
the real hazard of the assumption of authority by a Federal commission. 

This latest bulletin is not primarily a set of rules of practice, but rather 
an attempt to outline some of the complexities which one may expect to 
find in making examinations of financial statements. It emphasizes the 
discretion which must be exercised by the professional accountant in the 
process of examining and of forming his opinion on the accounts for the 
purpose of reporting to those interested. These, unfortunately, are days of 
too much regimentation and with a seemingly inexhaustible stream of rules 
and regulations issuing from all official sources; professional judgment can- 
not be formulated by fixed rules. It is true that general rules may provide 
the basis for judgment, but their value ends at that point. 

As I view it, the greatest contribution which this booklet makes to the 
profession is its emphasis on two most important points. In the first place 
under the section, “nature of financial statements”, many of the limitations 
in statements of accounts are brought out admirably. One sentence in 
particular in this section of the bulletin is worthy of special mention. It is: 
“Consideration of the accounts of a business enterprise must start from the 
premise that an annual valuation of all the assets is neither practicable nor 
desirable for a going concern using its property only for production purposes”. 
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For a great many years our profession has been struggling against a 
misunderstanding on the part of a great many laymen of the function of the 
independent accountant, and I include in that category some college pro- 
fessors who have thought that they were authorities on accounting. As a 
result, too many people have misunderstood the real meaning of a balance 
sheet—the idea, for example, that a balance sheet is a photographic picture 
at a given instant of the condition of an enterprise, as it has been termed by a 
well-known economist. 

The second point of cardinal importance is the emphasis on flexibility 
both in the use of rules of procedure in making examinations and in the 
application of accounting principles to specific cases. This latter, of course, 
is coupled with the importance of consistency in the adoption of accounting 
principles. 


Criticism That Bulletin Lacks Sufficient Detail Indicates Its Value 


I understand that there has been some criticism made that this new 
bulletin is not sufficiently detailed in its enumeration of rules of practice and 
procedure to furnish the average practitioner with a satisfactory guide, 
generally approved, which he might follow to discharge his responsibilities 
under the various Federal and state laws. To put it another way, there is 
too much left to the discretion of the individual. In my opinion, the very 
fact that such a criticism could be levelled at this booklet is indicative of its 
real value. 

It is exceedingly disturbing to find, even in official accounting publica- 
tions, statements such as these which appeared in the March journal of one 
of our outstanding professional magazines: “After a quarter-century and 
more of active discussion and experimentation in this country, many of the 
simplest and most fundamental problems of accounting remain without an 
accepted solution. There is still no authoritative statement of essential 
principles available on which accounting records and statements may be 
based. In such a situation public accountants, on whom the burden of dis- 
charging the new obligations has largely fallen, have had an almost impos- 
sible task. They have been asked to certify to the correctness and adequacy 
of accounting statements, when no satisfactory criteria of correctness and 
adequacy have been agreed to”. In this same article, the writer goes on 
to state that he is now preparing with the aid and assistance of others, a 
set of principles, or what I suppose one might term a decalogue for the 
guidance of practicing accountants. To my mind any such set of fixed 
principles is a superstructure which may prove to be an exceedingly dangerous 
basis on which to rest our professional future. 

I am afraid that there has been too much written matter on auditing 
procedure, both by practicing and by purely theoretical accountants, or 
mixtures of each. These volumes, however, have failed to recognize in many 
cases that accounts are statements of opinion and that, barring fraud, 
accountants may be called upon only to exercise good business judgment. 
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Even the earlier bulletin, “verification of financial statements”, appeared to 
allow much less latitude in respect of rules of procedure than does the re- 
vised edition. 

As a result, it has been the unpleasant experience of some members of 
our profession who, after the exercise of reasonable business judgment, have 
been confronted with some section of this bulletin in a court action and have 
been considerably embarrassed (to say the least) by what could be made to 
appear as an inflexible rule. 

None of us should wish to avoid responsibility which is rightly ours, 
but accounting is not an exact science and there must be left a great degree 
of flexibility between what must be done in making an examination in one 
engagement as compared to the procedure which may be followed for 
another engagement even of similar size. This flexibility is reiterated con- 
stantly in this latest booklet. 


Two Main Roads Seen in Future of Accountancy 


It seems to me that the profession of accountancy, after a very unusual 
development from, let us say, the beginning of this present century, may be 
said to be faced with two main courses of future action. We can join with 
those who lack vision in the clamor for more and more rules and more and 
more uniformity in accounting reports for all of the various purposes, so that 
conceivably for the “A” company form 37 shall be filed after following the 
detailed audit program for such form and for the “B” company form 63 would 
be the proper form with another audit program to be used and so on, ad 
infinitum. This course of action might bring perhaps some immediate, 
though definitely temporary financial advantages. 

Following the other course, however, we can, with that breadth of vision 
that characterizes most sound thinking, turn against this form of regimenta- 
tion in accounting and throw the weight of our professional opinion toward 
the preparation and issuance of financial statements in which, in the judg- 
ment of those responsible for such statements, emphasis is given on the 
really important factors. 

You all know what has happened to railroad accounting since the Inter- 
state Commerce Commission took over the task of prescribing exact ac- 
counting rules for railroads. It is true that there had been abuses in railroad 
accounting, abuses sufficiently important so that Congress seemed to think 
that the Federal government was warranted in assuming full supervision 
over all future railroad accounting. The result, however, from a professional 
standpoint, has been most discouraging. The judgment and the reputation 
of the officials of railroads and the banking houses who issue their securities 
as regards the important factors to be emphasized are not called for, the 
accounts are in accordance with the prescriptions laid down by the Inter- 
state Commerce Commission. Too often the income accounts of railroads 
over a period of years are hopelessly inadequate as regards furnishing an 
investor with the actual results of operations vear by year during the period 
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and in order to find out what really happened the surplus account and the 
profit and loss account and similar accounts have to be analyzed carefully. 
This is the result of regimentation, of uniformity, and of rigidity in account- 
ing and auditing. 

At the present time our profession is confronted with a very unusual 
situation. Following the passage of the Securities Act and the Securities 
and Exchange Act, detailed rules and regulations have been promulgated 
for the preparation of financial statements to be filed with the Commission 
under these acts. These laws carry very onerous liability provisions appli- 
cable to issuers, underwriters, experts and others. The Commission is 
charged with very broad responsibilities covering, inter alia, not only the 
content of registration statements but the methods to be followed in the 
preparation of accounts, the definition of accounting terms, and the act 
prescribed that the financial statements must be certified by independent 
public accountants. 

I submit that these various conditions have placed our profession in 
an exceedingly precarious position. We must not attempt to dodge our 
responsibilities with verbose disclaimers. We should not hide behind the 
protective wall of detailed rules and regulations issued by commissions by 
the use of lengthy explanations which only becloud the financial statements 
to which they are attached. 

Our endeavor must be to attempt to educate the public generally to 
the significance and the limitations of accounts. This bulletin, I believe, 
will greatly aid in this attempt. 


Excessive Regulation a Real Threat 


In many of the prospectuses which have been issued under the 
Securities Act, there has been undoubtedly full disclosure in compliance 
with the rules and regulations. It appears, however, as though compliance 
with all these rules inadvertently has developed a certain peculiar technique. 
The primary concern seems to have been to accumulate a mass of defensive 
material which later could be produced in court, so as to be able to prove 
that all known factors which might have an effect either on past results 
or future business conditions had been enumerated (but bear in mind with- 
out emphasis on their relative importance). Such documents, it seems to 
me, have a two-fold danger: First, it is possible that the civil liabilities 
provision incorporated in the securities laws upon which investors have 
been told they can rely may have been nullified to a large extent by the 
publication of these voluminous statistics. It is conceivable that the in- 
vestor still may find his greatest protection under common law. Second, 
by the development of detailed rules and regulations promulgated by com- 
missions, we, as a profession, may find ourselves in the position merely of 
filling in voluminous exhibits and schedules in accordance with those rules. 
In either event the profession of accountancy, which has developed to 
report impartially to stockholders and creditors giving them the benefit 
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of matured judgment, inevitably must lose its present high position and 
we shall revert simply to the status of clerks who check figures and fill in 
government documents and reports. 

Perhaps I have digressed to a certain extent in an attempt to emphasize 
what I believe are the great dangers of inflexible rules and regulations. 
Because this bulletin stresses so carefully throughout the necessity for 
flexibility and the great importance of judgment and individual discretion, 
I hope and believe that it will prove to be an exceedingly valuable aid in the 
development of our professional standing during the next few crucial years. 


Presented at the March 23, 1936 meeting of the New York State Society of Certified Public Accountants. 


7 
the 
lly. 
ual 
ties 
ted 
ion 
pi 
the 
the 
act 
ent 
in 
our 
nts 
nce 
nee 
ue. 
ive 
ve 
its 
th- 
to 
‘ies 
ive 
the 
nd, 
of 
efit 


Illustration of Justifiable Elasticity in Audit 


Procedure Based upon Internal Control 
By Victor H. Stempr, C.P.A. 


ECTION three of the bulletin on the examination of financial statements 
by independent public accountants discusses the nature of the modifi- 

cations which will be made ordinarily in the case of a large company with 
a more comprehensive organization of internal audit control. It also points 
out that in a very small business or in one lacking the essential elements 
of internal audit control, it is necessary to make a more detailed examination. 

It will be unnecessary to discuss the rudiments of the detailed audit 
procedure required in such smaller businesses, except to point out that here, 
too, the element of judgment is of major importance. The character of the 
business, the form of records, as well as the use of mechanical equipment 
will govern the type of examination undertaken. 

The material bearing upon internal control which appears on pages 
33 to 36 of the bulletin exemplifies the conditions under which recourse 
may be had to tests which differ from the audit procedure suggested in 
section II of the bulletin. It is not the purpose of this article to prescribe 
or suggest elaboration of the internal control section of the bulletin, but 
rather to interpret the viewpoint on the subject of the Committee which 
prepared the bulletin, and to illustrate the modification of audit procedure 
which, in the light of effective internal control, may be justified. 

Internal audit control may be defined as the arrangement of routine, 
whereby the work of each employee is counter-checked by the work of 
another. A complete system of counter-check presupposes an organization 
large enough to warrant departmental segregation of accounting functions. 
Perfect control of all details rarely is to be found even in the most important 
corporations, the cost of safeguarding certain types of transactions being 
greater than the losses which might arise through the absence of proper 
safeguards. Prescribed routine is of doubtful value unless it be enforced, 
and the public accountant probably should satisfy himself by tests which 
may vary from year to year as to the effectiveness of internal control. 

In a large business, the development of internal control and the re- 
sponsibility for maintaining its effectiveness are vested in the comptroller. 
To a degree commensurate with the size of the business, he should direct 
internal audits while continuously checking the effectiveness of internal 
control. These internal audits should be the subject of written reports by 
the examiners, such reports being the basis for remedial measures; they 
may also serve the external auditor in expediting tests of the effectiveness 
of internal control. In general, the line of authority and responsibility, 
the rotation of employees, and the review of internal audit reports will have 
a material bearing upon the character of examination undertaken by the 


public accountant. 
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it Internal Auditor’s Work Cannot Replace That of Public Accountant 
| Needless to say, the work of the internal auditor may not be substituted 
for that of the public accountant, but all evidence which the comptroller 
may produce in support of his representation that internal audit is effective, 
will influence the extent of the related work undertaken by the public ac- 
ats countant. 
ifi- Obviously, it is impossible to cover, even briefly, all the phases of 
ith internal control and internal audit. It is sufficient to say that pertinent to 
nts internal audit, it should retrace by test or detailed examination the routine 
we which is prescribed by the system of internal control, seeking to confirm 
ste the effectiveness of such internal control as well as to substantiate the 
dit accuracy of the component transactions. In respect of tests, it may be 
rn asserted that it probably is more important to coordinate and to do thor- 
oy oughly that which is done than to make superficial but more extensive tests. 
the A few suggestions concerning the rudiments of internal control may 
ent be in order: 
1. The proper discharge of his duties requires that each employee shall 
3eS be weighed as to his physical fitness, native ability and knowledge 
rse and experience necessary to the proper fulfillment of his position. 
in 2. Every member of the staff should be required to take a vacation at 
ibe least once a year, and employees should be rotated to the extent 
yut that may be practicable. ° 
ich 3. Officers and employees responsible for cash, securities, and valuable 
ire merchandise should be bonded. 
4. Access to securities should be had only by two or more officers 
jointly. 
of 5. Custodians of notes receivable and securities should take no part 
wee in keeping the general ledger or accounts receivable. 
ns. 6. Checks, notes and acceptances should be signed and countersigned 
sai by executives, and care should be exercised to see that this routine 
| does not become perfunctory—such as the signing of blank checks, 
ing in advance, by one party. 
o 7. Substantial expenditures for fixed assets should be made only on 
- the authority of specific appropriations by the board. 
ic 
Various Means of Internal Check Described 
re- All purchases should be effected by a delegated authority through the 
ler. medium of purchase orders, which should be controlled numerically and 
ect prepared in manifold for purposes of counter-check in the purchasing, re- 
nal ceiving and accounting departments. Purchase invoices should not be ap- 
by proved for payment by an executive, nor should a disbursing officer sign 
ey checks unless accompanied by invoices which bear approvals of terms, 
ess prices, receipt of goods, calculations and classification of expenditure. 
ity, Sales should be safeguarded so as to prevent the delivery of merchan- 
ave dise without a record being made of the sales transactions. Prenumbered, 
the manifold sales tickets, prepared with or without the use of mechanical de- 
vices, ordinarily afford a fundamental control, copies being used for inde- 
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pendent summarization and counter-check against sales orders, similarly 
controlled in the sales, shipping, and accounting departments. 

Returns and allowances should be controlled in like manner by memo- 
randa bearing authorized, independent approval. 

As to cash, the routine should assure the prompt recording of all re- 
ceipts. Registers or other devices are available as an aid to control, pro- 
viding means of independent tabulation of receipts which may be checked 
against recorded amounts. 

Proper control of cash received through the mail is often lacking. The 
opening of mail should be under the supervision of a responsible employee 
other than a member of the cashier’s department and an independent listing 
of cash received through the mail should be made by such employee for 
subsequent comparison with recorded receipts. Cashiers should have no 
part in maintaining receivable ledgers and vice versa. 

All cash receipts should be deposited intact by an employee other than 
the cashier, incident to which duplicate deposit slips should be obtained, 
or a confirmation of the deposit should be mailed by the bank direct to the 
comptroller. 

Major cash disbursements should be made by serially prenumbered 
checks so that bank accounts will furnish independent substantiation of 
such transactions. Voided checks should be retained and accounted for, and 
every check should be related by number or otherwise to the invoice paid 
or to the voucher authorizing the disbursement. Checks should be prepared 
by an employee who has no part in keeping the general ledger, accounts 
payable, or voucher record. 

The maintenance of working funds on the imprest system is elementary 
and needs no description. Proper control forbids the disbursement of funds 
directly out of cash receipts. All such disbursements should be made out 
of working funds. Bookkeepers engaged on accounts receivable should 
have no access to cashier’s records, and, if possible, there should be a dis- 
tinct segregation of duties between the credit department and the accounts 
receivable department. 

Perpetual inventory records afford a satisfactory medium for control 
and basis of checking the physical inventory. Such records should be bal- 
anced and reconciled with controlling accounts regularly, and be subjected 
to constant, staggered check by physical count of sections of the inventory 
throughout the year. 


The work of preparing payrolls, i.e.: 

(a) calculating and summarizing payrolls 

(b) preparing the pay-off, and 

(c) distributing the pay-off 
should be performed by different employees and should be checked inde- 
pendently before payrolls are released. The payroll department should be 
operated on the imprest system. Timekeeping, preferably, should be based 
upon automatic recording devices. 
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No name should be added to payrolls, nor should rates be changed, ex- 
cept on the basis of written authorization and approval by a designated 
executive. 

Unclaimed wages should be returned to cash within a short time, and 
a liability therefor should be recorded; subsequent payment being made 
upon the basis of a prescribed routine involving identification of the payee 
and a new approval of the disbursement. 

Upon the basis of effective methods such as those briefly sketched in 
the foregoing comments, the public accountant may determine the extent 
to which he may reduce the amount of detailed checking required to satisfy 
himself that the accounts are “stated fairly, in accordance with accepted 
accounting conventions, consistently maintained by the company during 
the period under review”. 


Presented at the March 23, 1936 meeting of the New York State Society of Certified Public Accountants. 
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International Alphabetic 
Bookkeeping and Accounting Machine 


For the Automatic production 
of detailed printed reports 


In lending speed to the obtaining of accurate, detailed accounting 
and statistical information, International Electric Bookkeeping 
and Accounting Machines offer outstanding performance. 


The new high speed Alphabetic Bookkeeping and Accounting 
Machine, shown above, will automatically provide a wide variety of 
complete reports from punched tabulating cards—at amazing speed. 


This machine is equipped with two continuous type sections hav- 
ing a total capacity of eighty-eight printing positions. The 
alphabetic type section can be used to list or indicate both alpha- 
betic and numerical data. The counters of this machine are 
capable of adding or subtracting. 


The accuracy, speed and economy of International Electric Book- 
keeping and Accounting Method are acknowledged by govern- 
ment and business in all parts of the world. Let us demonstrate 
how this modern accounting method can aid you. Stop in at any 
of our branch offices or write for detailed information today. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


General Offices oa Branch Offices in 
270 Broadway, New York, N. Y. 
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‘§ 
| cag 
| 
| 
| 
inc” 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
_ 
: 


Authors of Articles 
In This Issue 


James F. HuGues, president of The New York State Society of 
Certified Public Accountants, chairman of the New Jersey State 
Board of Public Accountants, former president of the American 
Society of Certified Public Accountants. Member of Boyce, 
Hughes & Farrell. 

NorMAN E. WEBSTER, chairman of the New York State Board of 
Certified Public Accountant Examiners. Member of Webster, 
Horne, Blanchard & Taylor. 

% 

ArTHUR H. CARTER, former president of The New York State 
Society of Certified Public Accountants. Member of Haskins & 
Sells. 

+ 

WitiiamM L. Ransom, president of the American Bar Association. 

Member of Whitman, Ransom, Coulson & Goetz. 


+ 
Maurice E. PeELtouset, member of the Board of Directors of The 
New York State Society of Certified Public Accountants. 
Chairman of the Board of Examiners of the American Insti- 
tute of Accountants. Member of Pogson, Peloubet & Co. 
% 


SAMUEL J. BRoap, member of the Board of Directors of The New 
York State Society of Certified Public Accountants. Member of 
Peat, Marwick, Mitchell & Co. 


Ropney F. STARKEY, member of the Board of Directors of The 
New York State Society of Certified Public Accountants. Member 
of Price, Waterhouse & Co. 

% 


Vicror H. SrempF, second vice president of The New York State 
Society of Certified Public Accountants. Member of ‘Touche, 
Niven & Co. 


PRINTED INF 


cage 


| 
| 
| 
ery 
| 
| 
| 
is 
} 
an 
a 
¢ 


| 
| 
| 
aga 
= 
> 
NTED 
— 
a 


